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KEY ECONOMIC INDICATORS 
Values in millions of current 


Canadian dollars unless other- 
wise stated 


Exchange rate: Floating rate since 5/31/70. 
Average rate 1974: C$1 = US$1.02 
A B C 


INCOME, PRODUCTION, EMPLOYMENT 1972 1973 1974 


GNP 
GNP at Constant (1961) Prices 
Per Capita GNP (C$) 
Personal Income 
Business Fixed Investment 
Industrial Production Index 
(1961 = 100) 
Industrial Composite 
Motor Vehicles 
Pulp and Paper Mills 


Crude Petroleum and Natural Gas 


Iron and Steel Mills 
“vas e Weekly Industrial Wage 
Cc 


Employment (000 persons) 
Average Unemployment Rate (%) 


MONEY AND PRICES 


Privately held money supply* 
Chartered Bank General Loans* 
Gross Public Debt (March) 
Net Public Debt (March) 
Bank of Canada Bank Rate* 
Chartered Bank Prime Rate* 
Indices: 
Consumer Prices, all items 
(1961 = 100) 
Consumer Prices, food 
(1961 = 100) 
Wholesale Prices, all items 
(1935 - 1939 = 100) 
Industry Selling Prices 
Manufacturing (1961 = 100) 


BALANCE OF PAYMENTS AND TRADE 
International Reserves* 
Balance of Payments* 
Balance of Trade 
Exports, FOB 

To os 
Imports 

From U.S. 


Footnotes: 
1/ Increase of C over B 
* End of Period 
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SUMMARY 


Canada's economy —— into negative growth in the 
fourth quarter of 1974 as industrial production decreased, 


the trade surplus shrank, consumer demand for durables 
slowed, and residential construction declined. The 

economy registered real growth of 3.7 percent for the 
entire year but by late 1974 was in a mild recession which 
continued into the early months of 1975. A positive 

factor was fixed capital spending, both actual and intended, 


which remains strong. Labor unrest, resulting in a record 
number of man-days lost in work stoppages, double-digit 

wage settlements, and new cost-of-living benefits, continued 
in the first quarter of 1975 and added to cost-push in- 
flationary pressures. An expansionary budget, introduced 

in November, lowered income taxes and gave housing incentives, 
but its effects are yet to be felt. The economy should 
improve after mid-year, although most analysts foresee little 
growth for the entire year. Opportunities for U.S. exporters 
still exist, but markets in some regions are noticeably 
weaker. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Economy Turns Down 

Canada began 1974 still enjoying the growth experience of 
recent years; however, the economy slipped into a no- 
growth situation in the second and third quarters, and 

into negative growth in the fourth quarter. The downward 
trend is continuing in early 1975. Real GNP declined by 
1.3 percent in the fourth quarter, and most segments of the 
economy turned weaker; Canada's trade surplus decreased 
sharply; consumer spending on durables slowed considerably, 
and new residential construction was especially weak. The 
only major component of real GNP showing any strength in 
the fourth quarter was fixed capital investment. 


A New Budget is Proposed 

In November, Finance Minister Turner introduced a new budget 
for the remainder of the 1974/75 fiscal year and for FY 
1975/76, with tax rebates and reductions, housing incentives, 
tariff reductions and increased duty free import allowances 
for Canadian tourists returning from travel abroad. Having 
resisted efforts of opposition parties to increase tax re- 
ductions, GOC leaders are consulting business, labor, and 
provincial authorities to obtain a "national consensus" on 
price and wage restraint. 


Inflation Remains High 

Price pressures moderated somewhat in the fourth quarter, 

but some analysts were worried about the changing nature of 
the Canadian inflation, as commodity prices declined but 

wage costs rose substantially. The Bank of Canada concluded 
in its January Review that labor costs contributed six per- 
centage points to the GNP deflator, roughly double the figure 
of recent years, and productivity declined. 


Labor Problems 


Unemployment was relatively low for 1974 as a whole but in- 
creased substantially in late 1974 and early 1975, reaching 
6.8 percent. A record 9.2 million man-days were lost due 
to work stoppages, as employees demanded "catch-up" wage 
increases and the reopening of existing contracts. Fourth 
quarter wage settlements under major collective bargaining 
agreements provided for average annual increases in the 
base rate of more than 17 percent over the life of the 
contracts, and cost-of-living clauses became increasingly 
prevalent. Militancy among workers in the service industries 
resulted in strikes by teachers, nurses, and civil servants. 
Strikes tied up the port of Vancouver for months, seriously 
curtailed grain shipments, and prompted Parliament to pass 
back-to-work legislation in March 1975. Labor unrest in 
early 1975 shows no signs of abating, and the entire year 
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could be a repeat of the 1974 experience. Unemployment 
could peak at 8.5 percent in late 1975. 


Foreign Investment 
For the first time, Canadian direct investment abroad in 


1974 exceeded foreign investment in Canada. U.S. direct 
investment remained high but total foreign direct invest- 
ment dropped by over one-third. The first phase of the 
Foreign Investment Review Act requiring approval of take- 
overs has been in operation since the spring of 1974; the 
second phase relating to new investment or expansion into 
new areas has not been implemented, due largely to the 
opposition of provincial authorities. The great majority 

of takeover proposals have been approved but only after 

hard bargaining in many cases to ensure "significant bene- 
fit" to Canada. The second phase is expected to be pro- 
Claimed in the next few weeks, thus removing some of the 
uncertainties faced by potential investors in recent 

months. Increased taxation of the minerals industry and 

the federal/provincial fight over tax royalties have greatly 
reduced exploration activity for new oil and gas throughout 
Canada, and some Canadian research and exploratory activities 
have moved south across the border and even to more promising 
areas such as the North Sea. These actions have reduced net 
capital inflows but, perhaps even more important, may have 

a profoundly adverse effect on Canada's future oil and gas 
reserve picture. 


Confidence and Doubt 


Most analysts expect the economy to recover after mid-year, 
with capital spending again providing the base for expansion. 
Profits in the fourth quarter for major firms in Canada 
dropped by almost 14 percent from a year earlier, but plans 
for new investment in plant and equipment remained high. 
Revised projections for economic growth for all of 1975 are 
between O and 3 percent. Finance Minister Turner, because 
of the "deeper than expected" U.S. recession, no longer 
predicts 4 percent growth. Canada began 1975 with a mer- 
chandise trade deficit and, unless this situation is reversed, 
Canada will need even more than the four billion dollars of 
foreign capital that have been projected for 1975 to cover 
the current account deficit in her balance of payments. The 
continued federal/provincial dispute over resource taxation, 
uncertainties over the application of the Investment Act, 
labor unrest and increasing costs, lower prices for commod- 
ities, and continued low economic activity in other industrial 
countries may inhibit Canada's ability to attract the needed 
capital for future growth. However, domestic demand, spurred 
by tax relief and housing incentives provided in the November 
budget, may provide the necessary stimulus to the economy in 
1975. The most pessimistic forecast -- released in late 
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March by the Conference Board in Canada -- predicts no 
real growth for the year; prices up over 10 percent; a 
further deterioration in Canada's trade balance, and a 
continued weak housing market. However, even this report 
concluded that Canada's real growth will resume in the 
middle of the year. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


Canada's exports increased in value by 26 percent over 1973 
to C$32 billion; but volume dropped an estimated 7 percent. 
(The Conference Board predicts a similar 1975 decline.) 
Exports to the U.S. of C$21.3 billion were 66.5 percent of 
total exports (67.5 percent in 1973 and 69.3 percent in 
1972). Increased crude oil prices, including the high 
export tax, accounted for almost half the value increase. 
Much lower U.S. automotive sales and housing starts caused 
a spotty performance in automotive product exports and a 
decline of almost C$400 million in lumber shipments. 


Two-way automotive trade reached about C$12 billion, with 

an export surplus for the U.S. of over a billion. The U.S. 
export surplus in parts and accessories was almost C$2 
billion, reflecting strong demand in Canada for new cars. 
Canada had an export surplus in passenger cars of almost 
C$950 million, reflecting greater production proportion- 
ately in Canada of smaller cars in greater demand in the U.S. 


Exports of oil and gas to the U.S. reached a record C$4.7 
billion in 1974. Crude oil shipments averaged about 
900,000 barrels per day (b/d). The cost of natural gas to 
U.S. purchasers rose to C$1.00 per thousand cubic feet 
(mcf) towards the end of the year and may go higher during 
1975. Following the Government's plan to phase out oil 
shipments by 1902, the average level for 1975 will be no 
more than 800,000 b/d, and possibly below that if the 
federal government secures provincial agreement to reduce 
the flow to 650,000 b/d as of July l. 


Canada's imports in 1974 expanded 35 percent by value over 
1973 to C$31.5 billion, and 3.5 percent by volume; and 

from the U.S. by 28 percent to C$21.2 billion. Imports 

from the EC (the original six) were up 30 percent, from 

Japan 41 percent, Latin America 106 percent, and ‘other 
countries" 81 percent. The increase from the U.S. was spread 
over many commodities. The U.S. share of total imports 
dropped to 67.5 percent, from 70.5 in 1973 and 69 in 1972. 


Canada's imports of U.S. agricultural commodities in 1974 
of C$1.575 billion were 30 percent over 1973. Exports of 
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Canadian agricultural items to the U.S. in 1974 were off 

7 percent at C$510 million. While imports of U.S. live- 
stock and meat were off, corn, soybeans and soybean meal 
were up sharply. Fruits and vegetables at C$450 million 
represented about 30 percent of U.S. sales. Cotton was 
steady in value, but volume was off slightly. Despite two- 
way restraints on livestock and meat, U.S. agricultural 
exports to Canada in 1975 can be expected to exceed C$1 
billion again in 1975. Fruit and vegetable trade appears 
stable; corn and soybeans should continue to be strong 
through the first three quarters; and cotton will continue 
to lag behind prior levels. 


The volume of Canada's imports in 1975 depends importantly 
on capital and consumer spending and industrial production. 
Overall the Conference Board predicts a 3.5 percent decline 
in the volume of imports. As the health of Canada's economy 
depends importantly on the state of the U.S. economy, the 
latter, ironically, often determines the market for U.S. 
goods in Canada. 


The Outlook by Region 
Effects of the economic slowdown are not very apparent in 


Toronto with its mixed industrial and commercial base, al- 
though Ontario cities heavily dependent on the automotive 
industry have been affected. Most markets seem to be holding 
up, and government activity is adding to private demand, 
e.g., large sewage processing and solid waste recovery 
projects and major airport construction and renovation pro- 
grams, 

Many commercial firms and manufacturers wish to add to 
existing lines, e.g., electrical, automotive and fluid 
power lines, Investment interest in the U.S. is increasing 
due to labor unrest and rising labor costs here. 


In Quebec, growing uncertainty and pessimism among business- 
men and consumers are causing pronounced shifts in U.S. 
export opportunities. Demand changes show no discernible 
trend in specific U.S. product categories. Weakest areas 
have been consumer spending on housing and household durables 
and weakening business investment intentions in plant and 
equipment. Spending on non-durables, e.g., textiles and 
foods, and services, and by government, continued to grow, 
largely as a result of rising prices. For the next six months, 
U.S. export opportunities for industrial machinery and other 
capital equipment seem poor. 


The outlook for British Columbia similarly is not good, 
although American exporters may find a few bright spots. 
Forestry and mining are in slumps because of the depressed 
U.S. housing market, and lower world prices and reduced 
Japanese demand, particularly for copper. Any pick-up in 
markets will cause closed mills and mines to reopen rather 
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than new ones to be built. But some capital equipment will 
have to be replaced, with the U.S. the prime source. Oper- 
ating mills and mines will remain good sales prospects for 
pollution control equipment to meet new environmental stan- 
dards. Prospects in the Vancouver area for business equip- 
ment and office furnishings should be brisk. The market 
for U.S. camping and recreational equipment also should 
remain strong if tourism holds up. 


Developments meriting special mention at this time to U.S. 
exporters and investors are summarized below. 


Consumer Packaging and Labeling 

The Consumer Packaging and Labeling Act took effect March l, 
1974, with deadlines of September 1, 1975 and March 1, 1976 
for non-food and food products, respectively, for full com- 
pliance with the published regulations. All pre-packaged 
food and consumer household products will require bilingual 
labeling, specification of quantity in metric units, and in 
some cases, standardization of container sizes. Following 
representations from importers of American products, the 
Department of Consumer and Corporate Affairs has determined 
that pressure-sensitive labels, or alterations of labels to 
meet the requirements of the Act, may be applied in Canada 
if the importer agrees to do so before the goods are sold 
or shipped to any distributor or retailer. 


The Canada Business Corporations Act 

Legislation passed March 24, 1975 revises, reforms and brings 
up to date Canadian federal corporate law. Of particular 
interest to U.S. businessmen, this legislation requires 
federally chartered (incorporated) companies to have a 
majority of resident Canadians on their boards of directors. 
Employee (inside) directors may be included to make the 
majority, and existing companies are given a five-year period 
from date of promulgation of the Act to "go Canadian" with 
their boards. 


Metric Conversion 

The Government's guidelines for metric conversion embrace 
four major phases: the investigation phase, now essentially 
completed; the planning phase, which began in 1973 and will 
extend through this year; the scheduling phase, to be com- 
pleted in 1976; and the implementation phase, expected to 
become significant this year, to reach a peak of activity by 
1977 and 1978, and to be substantially completed by the end 
of 1980. By then, according to Minister of Industry, Trade 
and Commerce Gillespie, "metric measures will be used by all 
Canadians for all normal commercial and legal purposes". 
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